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THE OVER-ALL DEFICIT in the U.S. bal-
ance of payments from mid-1963 to mid-
1964 was smaller than that for any corre-
sponding period of the preceding 6 years
and was less than half the exceptionally large
deficit recorded in the period from mid-1962
to mid-1963.
A sharp decline in outflows of U.S. pri-
vate capital reduced the deficit in the second
half of 1963. Although outflows of such
capital resumed on a large scale in the first
half of 1964, they were offset by a marked
expansion in the trade surplus and in other
net current receipts. For the 12 months end-
ing last June, the deficit on regular interna-
tional transactions totaled less than $2 bil-
lion, as measured by the decline in U.S.
monetary reserves, the rise in U.S. liquid
liabilities to foreigners, and receipts from
special U.S. Government capital transac-
tions.
During the past spring and summer a
higher level of imports reduced the trade
surplus from the peak level reached in early
1964. On the other hand, there was a marked
decline in outflows of short-term capital in
July and August.
Most of the over-all balance on regular
transactions in the first 9 months of 1964
was covered by increases in dollar holdings
of commercial banks abroad and other for-
eign private holders. In contrast, dollar lia-
bilities to foreign official institutions de-
clined. In earlier years, larger deficits had
ENLARGED TRADE SURPLUS offsets higher capital






NOTE.—Dept. of Commerce data, seasonally adjusted. Private
capital outflows are net of inflows of foreign capital into other than
liquid assets in the United States. Other net payments and the
over-all balance exclude receipts from special Government transac-
tions.
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been financed mainly by declines in U.S.
gold reserves and by increases in dollar lia-
bilities to foreign official institutions.
U.S. gold reserves increased by $47 mil-
lion in the first 9 months of this year. Other
elements of U.S. monetary reserves—official
holdings of convertible foreign currencies
and our position in the International Mone-
tary Fund—decreased on balance by $370
million. This decrease reflected to a large ex-
tent the first active use by this country of its
quota in the IMF: through September the
United States had purchased $400 million
in foreign currencies from the Fund, most
of which was subsequently sold to countries
making repayments to the Fund.
The U.S. balance of payments position
this year represents a marked improvement
over that of 5 years ago. Changes in the size
and composition of U.S. payments and re-
ceipts have been large over this period, and
some of these changes appear to have been
in the direction of restoring balance of pay-
ments equilibrium. The payments positions
of other countries have also undergone sig-
nificant changes since 1959.
CURRENT ACCOUNT SURPLUS
The U.S. surplus on goods, services, and
remittances and pensions reached a record
seasonally adjusted annual rate of $7.3 bil-
lion in the first half of 1964, almost $3
billion higher than a year earlier. Both a
larger trade surplus and increased net re-
ceipts from service transactions contributed
to this result.
Exports. Merchandise exports continued
to rise strongly in the second half of 1963
and into the first quarter of this year. Ex-
panding demands abroad—in both industrial
and nonindustrial countries—raised exports
of industrial supplies and capital equipment.
Food exports were also appreciably higher,
assisted by shipments to the Soviet Union
and other areas where harvests last year
were small.
Growth in European economic activity
began to slacken early last spring, following
the very rapid expansion of the previous
year. This change in the European business
situation resulted in part from measures
adopted in some countries to relieve develop-
ing pressures on internal prices and on their
balance of payments positions. Also, growth
of industrial output was becoming increas-
ingly limited in some cases by smaller
margins of unutilized capacity and by labor
shortages.
U.S. exports to Europe declined during
the spring as European demands for im-
ported materials diminished. Exports to
Japan also declined during the first half of
1964 as credit restrictions, adopted in re-
sponse to a deterioration in Japan's balance
of payments, encouraged a slower rate of
inventory accumulation.
Shipments to Latin America and to other
nonindustrialized countries, whose payments
positions have strengthened over the past
year, continued to rise. As a result, total
merchandise exports (excluding shipments
covered by military aid and military sales)
were maintained at an average seasonally
adjusted annual rate of $24.5 billion in the
spring and summer months.
Imports. Accelerated expansion of U.S.
industrial production beginning late in 1963
was followed last spring by a new advance
in merchandise imports. Through the first
quarter imports had remained at the an-
nual rate of $17.5 billion reached in mid-
1963. By the summer imports were run-
ning at a rate of $19 billion. This rate of
imports represented about the same pro-
portion of gross national product as in com-
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parable earlier periods of business expan-
sion.
About half of the latest rise in imports
has been in industrial materials and supplies.
Demands for such supplies from abroad had
failed to grow in the second half of 1963, in
parallel with a leveling out in demands for
these supplies from domestic sources. Im-
ports of finished consumer goods and of
machinery, which have shown a strongly
rising trend for many years, have also in-
creased further.
Services. Net receipts from nonmilitary
service transactions entering the balance of
payments were one-fourth higher—$0.8 bil-
lion, at an annual rate—in the first half of
1964 than in the corresponding period of
1963. Virtually all of this increase resulted
from higher receipts from income on U.S.
private investments abroad. The increase in
these receipts in this period was exception-
ally large, in part because dividend distribu-
tions by foreign subsidiaries of some U.S.
corporations had been delayed during 1963
in anticipation of this year's reduction in
U.S. corporate income tax rates.
The marked expansion in income from
abroad in the form of interest and dividends
is a reflection of the extraordinarily rapid
growth in U.S. private investments in foreign
countries in recent years. The value of U.S.
direct investments in foreign branches and
subsidiaries, portfolio investments in foreign
bonds, and bank loans and other claims on
foreigners is estimated to have totaled more
than $66 billion at the end of 1963, 60
per cent larger than 5 years earlier.
PRIVATE CAPITAL TRANSACTIONS
Net outflows of U.S. private capital in the first
half of 1964, at a seasonally adjusted annual
rate of $5.5 billion, were as large as the ex-
ceptional outflows of the first half of 1963.
Although purchases of foreign securities re-
mained at the reduced levels of the latter
part of 1963, direct investments abroad con-
tinued to increase. Most of the new upsurge
in outflows of U.S. capital resulted from
continued large extensions of long- and
OUTFLOWS off U.S. bank credit remain high
in first half of 1964
SHORT-TERM
NOTE.—Short-term bank loans and acceptance credits to for-
eigners reported by U.S. banks; long-term claims on foreigners
reported by U.S. banks, adjusted to exclude transfers of certain
claims from U.S. corporations in second half of 1963. Data
shown are semiannual totals.
short-term bank credit and renewed move-
ments of short-term liquid funds to Canada
and other foreign centers. However, out-
flows of short-term capital diminished in
the summer.
Bank credit. The net outflow of U.S. bank
credit in the first half of 1964 totaled $0.8
billion, the same as the amount recorded
for the previous 6 months. Growth of long-
term bank loans was somewhat slower, but
there was a further sharp increase in out-
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flows of short-term bank loans and accept-
ance credits.
Outflows of long-term bank credit totaled
$300 million in the first 6 months of 1964.
This was $100 million less than in the last
half of 1963, but was still more than twice
as large as average rates of net outflow of
such loans in earlier periods. The heavier
demands for these credits have come pri-
marily from European countries and Japan.
In July and August, outflows of these loans
continued at the high average rate of the
first half of the year.
Changes in short-term bank credits to
foreigners have continued to be dominated
by trends in Japanese borrowing from U.S.
banks, as shown in Chart 2. Japanese de-
mands, which grew substantially during
1963 to support the growing volume of
Japanese trade and economic activity,
showed a further increase early this year.
Beginning in the spring, however, net draw-
RENEWED large outflows of U.S. liquid funds
OUTFLOWS
.INTO
IDOLLAR ASSETS ABROAD ,
NOTE.—"Into dollar assets abroad" represents changes in
short-term claims on foreigners (other than loans, acceptance
credits, and collections outstanding) payable in U.S. dollars as
reported by U.S. banks together with changes in short-term
claims on the United Kingdom and Canada payable in U.S. dol-
lars as reported by U.S. nonfinancial concerns. "Into foreign
currency assets" represents changes in all short-term claims on
foreigners payable in foreign currencies as reported by U.S.
banks and U.S. nonfinancial concerns. Semiannual totals; first
half of 1964, partly estimated by Federal Reserve.
ings by Japan on acceptance credits in this
country diminished sharply. Extensions of
short-term credits to other foreign borrowers
remained unseasonally high throughout the
first half of the year. This summer a marked
decline occurred in total net outflows of
short-term credits from this country.
Liquid funds. The reflux of U.S. private
funds out of short-term investments abroad
that occurred in the last half of 1963 was
replaced early this year by a renewed large
outflow of such funds. Of the reported total
outflow of over $0.5 billion in the first half
of this year, more than half represented in-
vestments in time deposits denominated in
U.S. dollars. These flows, mainly to Cana-
dian banks, which sometimes reinvest such
funds in Europe, were particularly heavy
in the second quarter as tighter credit con-
ditions abroad led to general increases in
European interest rates, including somewhat
higher rates on dollar-denominated deposits.
Movements of funds abroad into foreign
currency assets were also large in the first
half of the year, as shown in Chart 3. Firmer
Canadian short-term interest rates around
the turn of the year possibly contributed to
heavier outflows of such funds to Canada,
mainly into finance company paper. In July,
however, there was a sizable return flow of
these funds to the United States from Canada
and Europe. Renewed outflows of U.S.
liquid funds in August were moderate.
Transactions in foreign securities. Offerings
of foreign securities in U.S. markets in the
first half of 1964 remained well below the
peak volume of a year earlier. U.S. pur-
chases of the new issues placed in this period
totaled more than $400 million. Canadian
issues accounted for two-thirds of this
amount.
U.S. purchases of outstanding foreign se-
curities remained small and less than U.S.
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sales during this period. These net disin-
vestments, shown in Chart 4, were mainly
out of foreign equities, as in the last 4
months of 1963.
In August the Congress passed the interest
equalization tax on new foreign issues of-
fered in this country. This legislation also
provides for the extension of the tax to long-
term bank loans, if the President finds that
such loans are being used to circumvent the
purpose of the legislation. New Canadian
issues were subsequently exempted from the
tax by administrative action, as had been
expected.
NET U.S. PURCHASES of foreign securities
remain small
NET U.S. PURCHASES







NOTE.—Semiannual totals of Dept. of Commerce quarterly
data.
Since enactment of the law one European
dollar bond issue has been floated in the
United States, but this was placed with for-
eign investors. A number of other new for-
eign issues, mainly Canadian, have been
scheduled for the autumn, but the total vol-
ume of such issues scheduled to date has
been moderate.
FIVE YEARS OF PAYMENTS DEFICITS
The U.S. payments position has now been a
subject of serious concern—both domes-
tically and abroad—for some 5 years. Dur-
ing this time the underlying payments de-
ficit has been reduced, though this has often
been obscured by cyclical and other develop-
ments. Meanwhile, there have been signifi-
cant and diverse changes in the domestic
economy and in the world at large, changes
which to some extent have altered the nature
of the balance of payments problem.
An extraordinary growth of world trade
and incomes has taken place in this 5-year
period. The convertibility of major world
currencies has been consolidated and further
progress achieved in the liberalization of
trade and payments. From these develop-
ments, too, has ensued a closer integration
of world commodity and financial markets.
At the same time, the drive for development
among the nonindustrialized nations has
accelerated and has led to an enlarged flow
of economic assistance to these countries
from the industrial countries of the world.
Amidst these far-reaching developments,
which have helped to resolve some problems
while posing new ones, considerable altera-
tions of payments positions have taken place.
All in all, fundamental imbalances in world
trade and payments appear to be much
smaller now than they were 5 years ago.
Changes in U.S. payments. Some of the
ways in which the U.S. payments position
has altered in the past 5 years are illustrated
in Chart 5. The most striking changes in-
clude the marked expansion of the trade
surplus, the shift from net payments to net
receipts on service transactions, and the ex-
traordinary increase in private capital out-
flows.
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NOTE.—Dept. of Commerce data, seasonally adjusted. Serv-
ices (net) includes military transactions and remittances and
pensions. Government capital and the over-all deficit both ex-
clude special Government transactions. The heavy lines around
the bars represent transactions in the first half of 1964, and the
shaded area denotes the change from 1959.
The increase of nearly $5.5 billion in
the U.S. trade surplus from 1959 to the first
half of 1964 resulted primarily from an ex-
pansion of $8 billion, or nearly 50 per cent,
in merchandise exports. About one-third of
this export expansion, however, occurred
during 1959 and the first half of 1960, a
period of rapid cyclical upswing in European
and Japanese demands.
U.S. imports, which were cyclically high
in 1959, nevertheless showed a net rise of
$2.6 billion, or nearly one-fifth, over the 5-
year period. Growth in U.S. demands for
imported goods, accompanying the long and
sustained expansion of the domestic econ-
omy since early 1961, has contributed to
the growing volume of world trade. Growth
in aggregate world trade, in turn, has facili-
tated the shifts in trade balances needed to
adjust international payments positions.
Well over half of the improvement in the
U.S. trade surplus resulted from transac-
tions with Western Europe. The continued
expansion of European industrial activity
and incomes throughout this period raised
U.S. exports to Europe by nearly 60 per
cent. Measured from the more cyclically
comparable period of the first half of 1960,
the rise in these exports still amounted to
about one-third. An important element con-
tributing to this result was the stability of
prices and costs in the United States at a
time when European prices were rising, and
the consequent strengthening of the com-
petitive position of U.S. goods in European
markets.
The improvement in service transactions
was a reflection of a reduction in net pay-
ments on military transactions and the sub-
stantially higher receipts from investment in-
come mentioned earlier. Military expendi-
tures abroad have declined slowly over this
period; in the first half of 1964 these ex-
penditures, at an annual rate of $2.9 billion,
were only $200 million less than 5 years
previously. On the other hand, annual sales
of military equipment increased by $400
million under contracts negotiated mainly
with European countries.
The increase
:—more than $3 billion at an
annual rate—in the net outflow of U.S. pri-
vate capital from 1959 to the first half of this
year included a $700 million rise in the rate
of direct investments in foreign subsidiaries
and branches of U.S. corporations. The great
bulk of this increase represented higher
investment outflows into European manu-
facturing facilities and petroleum installa-
tions. Portfolio investment outflows showed
little net change over this period, partly for
the reasons mentioned earlier in the discus-
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sion of these movements in the first half of
1964.
The rise of more than $2 billion in short-
term capital outflows probably exaggerates
the underlying growth of these flows, since
the outflows of the first half of 1964 were
exceptionally large while those of 1959 were
relatively small. Nevertheless, the growth of
these outflows has been substantial, partly
because of the expansion of Japanese de-
mands for funds in connection with the ex-
pansion of Japan's share in world trade, and
partly because of the integration of money
and credit markets in industrial countries
following the achievement of external con-
vertibility of major world currencies. The
latter development has increased the sensi-
tivity of major money markets to differentials
among countries in credit conditions and
in interest rates.
Growth of outstanding bank credit to
foreigners and of short-term investments
abroad by U.S. banks and nonfinancial con-
cerns arising from these developments has
been facilitated by the relative ease main-
tained in money and credit markets in this
country since 1960 to promote domestic
economic expansion. At the same time,
short-term interest rates in this country have
been gradually raised, partly in order to
minimize the effects of higher rates abroad
on outflows of liquid funds.
Changes in foreign payments positions. The
converse of the changes in the U.S. pay-
ments position has been the changes that
have occurred in the payments positions of
other countries. Some indication of these
changes is provided by movements in trade
balances and in official reserves. These
movements are shown in Chart 6 for the
United States, for other industrialized coun-
tries, and for all other countries. The trade
balances shown, it should be noted, are
SHIFTS in trade and payments positions abroad
aiso large since 1959





















NOTE.—International Monetary Fund data as reported in In-
ternational Financial Statistics. Trade balances are exports
(f.o.b.) less imports (c.i.f.). Changes in official reserves are
measured by changes in official gold and foreign exchange hold-
ings and in countries' IMF gold tranche positions except for the
United States and the United Kingdom, where changes in lia-
bilities to foreign official holders are also included. U.S. official
reserves showed no change in the first half of 1964. Data for the
first half of 1964, preliminary and without adjustment for sea-
sonal variation.
Other industrial countries consist of Western Europe, Can-
ada, and Japan. Nonindustrial countries exclude the Soviet Bloc.
derived from import statistics that include
freight and insurance costs. Surpluses would
be larger, and deficits smaller, if balances
on goods alone were employed; increases
in the surpluses or deficits would also be
larger and smaller, respectively.
The counterpart of the enlargement of the
U.S. trade surplus between 1959 and the
first half of this year was the growth of the
trade deficit of other industrialized countries,
and principally of Europe. Considering
trends among countries over the period as
a whole, there were increases in trade defi-
cits for Italy and the United Kingdom, a
shift from a trade surplus to a trade deficit
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for France, but a net increase in Germany's
trade surplus. Outside the European indus-
trial countries, there was a large net increase
in Japan's trade deficit and a shift from a
deficit to a surplus in Canada's trading posi-
tion.
Nonindustrialized countries as a group
moved from a trade deficit in 1959 to a
surplus in the first half of 1964. To a very
large extent, this reflected the growth in
trade surpluses of petroleum producing
countries. Also, higher prices for primary
products have increased the export earnings
this year of a number of other countries.
For the latter group of countries, increases
in export earnings are usually soon followed
by corresponding increases in imports.
Changes in reserve movements have been
in the same direction as changes in the
trade balance, but have been of smaller
magnitude. For industrial countries outside
the United States, the fact that the shift from
accumulation to declines in official reserves
was so much less than the deterioration in
the trade balance, as shown in Chart 6,
presumably reflected increased net earnings
from service transactions as well as larger
inflows of capital from the United States.
For the nonindustrialized countries, the im-
provement in official reserve gains was
smaller than the improvement in the trade
balance, partly because of higher payments
by these countries for debt servicing.
Continuing payments problems. The changes
in the payments positions of the United
States and of other countries in recent years,
though large, have not been sufficient to
achieve a reasonable equilibrium in interna-
tional transactions. Even under the relatively
favorable conditions of the first half of this
year, the U.S. payments deficit was still at an
annual rate of around $2 billion. Further
large adjustments in flows of trade and of
capital are therefore needed to eliminate re-
maining imbalances in world payments.
Although considerable progress has been
made in dealing with balance of payments
problems, through the evolution of new in-
stitutional arrangements and the closer co-
ordination of national and international
financial policies, the problem of achieving
these further adjustments remains large and
difficult. To assure that the adjustments are
made within a reasonable period of time and
within the context of a growing and dynamic
world economy will continue to require close
cooperation among monetary authorities and
governments. This will also be needed even
when the payments deficit of the United
States has been eliminated, and when periods
of moderate U.S. surpluses alternate with
periods of moderate deficits, for then new
problems of maintaining equilibrium in in-
ternational accounts and of the smooth func-
tioning of the international payments system
are certain to arise.
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